The author continues studies on tax incentives for micro enterprises. Latvia has introduced a special tax regime -a micro-enterprise tax (MET), the improvement of which still continues to reduce its application for unfair tax competition. Following significant changes in the tax regulation, the popularity of MET in Latvia has decreased; though, it is still high, especially in the service sector. The micro-enterprise tax shall be retained considering the reduction of administrative and tax burdens; however, it is recommended to introduce a payment for every employee from his/her actual salary in addition to the payment from the enterprise turnover to ensure the tax sustainability and to improve the social security of micro-enterprise (ME) employees. Latvia's experience may be useful also for other countries, especially those with high unemployment and illegal employment rates, to stipulate involvement of the population in legal employment.
Introduction
A special tax on micro-enterprises has been created as fiscal instrument to support small business in Latvia. The MET was introduced on 1 September 2010 with the aim to create the necessary preconditions for the population having lost employment due to the economic crisis to start business, to reduce administrative requirements and to simplify the tax calculation. The initial aim had to be changed after the crisis with the economic recovery and decline of unemployment. The reduction of administrative and tax burden on ME was still topical; though, simultaneously there was a requirement to observe the common public interests in the sphere of fair competition and social security. The very rapid increase in the application of the MET regime was the reason for such a requirement. The increase was promoted not only by the reduced administrative burden on ME but mainly by lower tax burden and lower labour costs compared with the general tax regime. The MET created two basic problems: distortion of competition in business and insufficient social security of employees working in ME. The advanced hypothesis: the MET regime is widely applied as tax incentive for micro-enterprises in Latvia; though an improvement of the provisions is required to ensure its sustainability. Therefore, the research aim is to provide solutions for the improvement of micro-enterprise tax to ensure the sustainability of MET regime. The following tasks are derived from the research aim: 1) to study the recent scientific publications on tax incentives for micro-enterprises in the EU Member States; 2) to analyse the latest statistical data on the application of the MET regime in Latvia; 3) to develop recommendations for the improvement of the MET regime. The research employs monographic and descriptive statistical methods and covers the period from the introduction of MET in 2010 to 2018; however, a profound analysis was dedicated to the tendencies after 2016 when additional measures were introduced to restrict the application of the MET regime in Latvia.
Research results and discussion
In Latvia, the introduction of MET has led to several positive features in the economy, for example, decrease of illegal employment and increase in the number of newly established enterprises.
However, this undoubtfully had also negative consequences, of which two the most essential are: 1) unequal tax competition leading to particularly favourable tax reduction for the MET payers; 2) social Proceedings of the 2019 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 52 Jelgava, LLU ESAF, 9-10 May 2019 , pp. 287-295 DOI: 10.22616/ESRD.2019 security of employees of the MET payers is exposed to risk, especially if the MET regime has been chosen purposefully to reduce labour costs (Leibus, 2014) .
Several researchers in Latvia have pointed on the negative consequences of the MET regime. The author partly agrees with the statement of Juruss, Kuma and Neimane that the present MET regime negatively affects the development of business environment in Latvia, since 1) it has not sufficiently facilitated employment; 2) it creates social security problems for people working under the MET regime and 3) the MET regime is used for tax optimisation (Juruss, Kuma, Neimane, 2017) .
Nevertheless, the author would like to emphasise that the negative consequences of the MET regime may not reject its positive impact; thus, the application of MET as fiscal instrument for the support of micro-enterprises may be continued; yet, it requires improvement. However, the author cannot agree with Prohorovs and Bistrova that MET is not applicable to self-employed (Prohorovs, Bistrova, 2017) . The simplicity of tax calculations provided by the MET regime can contribute most to the activity of these taxpayers.
It is very positive that the MET significantly reduces the administrative burden on microenterprises and simplifies the tax calculation (Leibus, 2012) . The authors Bergner and Heckemeyer in their research have analysed small and medium-sized enterprises (SME) in 27 European countries between 2004 and 2010, and they have concluded that small-sized enterprises really consider possibility to choose a simplified tax accounting; hence, choosing an appropriate type of business activity (Bergner, Heckemeyer, 2017) . Consequently, the mentioned authors confirm the idea on the necessity of a special tax regime for small enterprises to reduce administrative requirements. There are relatively few EU Member States with a special tax regime for micro-enterprises; basically, the corporate income tax reliefs are set for companies during their first years of operation or investment support.
Bergner with the co-authors Bräutigam, Evers & Spengel indicate that disproportionate tax compliance costs for small-sized enterprises are the most significant argument for the application of a special tax regime. In general, the policy makers shall shift their attention from providing discriminatory incentives to developing a generally neutral and simple tax system that would be beneficial to both small and large enterprises (Bergner, Bräutigam, Evers, & Spengel, 2017) .
It should be considered that Latvia has a unique experience in creating a MET and there had been
No possibility to learn from other countries. Only the implementation of this intention into the practice has identified the weaknesses or "tax holes", which some entrepreneurs urgently used to reduce the tax burden. The law regulating the application of a MET has been amended several times since the tax introduction. The amendments included ever-new provisions of the law to "stifle holes" in the legal enactments that allowed undesirable and inappropriate tax planning not complying with the MET aim and unequal competition among companies paying taxes consistent with the general tax regime and the ones working under the MET regime. Also, the initially set MET in the amount of 9 % of turnover was too desirable for the small business; thus, it was gradually increased from 9 % to 15 % in 2018 ( Bergner S.M. (2017), a German researcher, in his PhD thesis has also analysed the experience of Latvia in the introduction of the MET regime by indicating on two basic policy consequences. First, policy makers, when designing tax incentives for SME, shall avoid explicit size thresholds, especially those related with the employment thresholds, since this is likely to trigger a response reaction by reducing the growth of paid employment and companies. Second, legislators shall be aware not to offer too favourable regimes resulting in strong distortion of competition among companies (Bergner, 2017) . It must be agreed that S.M. Bergner has precisely identified risks faced by the legislators in Latvia.
In the case of Latvia, the problem with very strictly set thresholds for the company size was solved by allowing not to calculate additional taxes within the year in which the criteria set for the MET payer are exceeded, i.e. the turnover has grown but the growth does not exceed 30 % and/or the number of employees has increased by 1-2 employees compared with the previous year. ME could use such an opportunity from 2014 onwards. As a result of the changes, the enterprise growth in one taxation year does not increase the tax burden on a ME. However, the enterprise may not apply a preferential tax regime in the following year after exceeding the criteria. Therefore, after the change of a tax regime the amount of taxes to be paid significantly increased for the enterprise, especially those operating in labour-intense sectors. This condition has promoted an artificial fragmentation of enterprises in Latvia, i.e. one and the same business is performed through two or even more enterprises by registering the subsequent enterprise on the name of a trustworthy person.
In addition, these enterprises were not prohibited of employing the same employees. Therefore, the same employee could have been employed by several enterprises paying the MET, and hence s/he did not financially suffer from the restriction that the maximum salary in MET paying company may not exceed EUR 720 per month. In practice, the possibility for one owner to establish several enterprises operating in the MET regime was restricted already form the very beginning of the MET introduction; though, the possibility of being employed by more than one micro-enterprise is gradually eliminated only from 2018 (Table 1) . employees depends, is almost EUR 400 for the first employee and almost EUR 285 for the second employee. In addition, nevertheless the salary of both employees exceeds the minimum salary in the country (EUR 430 in 2019), the social insurance object is less than the minimum salary.
Therefore, it may be concluded that the social security for the majority of employees working in enterprises paying the MET will be lower in the future than those working under the general tax regime. In addition, health insurance in Latvia from 2019 is linked to the tax payments, and despite the fact that this is a legal tax payment regime, the employees working in enterprises paying the MET are left outside this system.
Hence, considering the above-mentioned, the number of employers and employees in the MET regime has also started to decrease from 2017, by 12.36 % and 9.92 %, respectively, compared with the previous year ( Table 3 ). The author has No data available for 2018 but it can be asserted that the decline still continues. A positive trend is the increase in the average number of employees in both the companies paying tax in the general tax regime (by 1.60 %) and those paying the MET (3.03 %), which shows the stability of companies and a relatively slow growth. (Table 3 ). This may be explained by the restriction regarding the income of a ME, which may not exceed EUR 720 per month. This is another reason why the MET regime is not so desirable any more, especially in the sectors with higher average salary ( Table 4) .
Proceedings of the 2019 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 52 Jelgava, LLU ESAF, 9-10 May 2019 , pp. 287-295 DOI: 10.22616/ESRD.2019 As noted before, the largest number and proportion of the MET payers was in 2016 when they accounted for more than 14 % of all registered taxpayers. In the coming years, the number of MET payers as well as their proportion was gradually decreasing. Nevertheless, the proportion of MET payers is still very high in some sectors (Table 4 ). In addition, there is still an increase in the proportion of MET payers in several sectors, for example, almost one third of all taxpayers in the sector "Activities of households as employers of domestic personnel" are enterprises operating under Proceedings of the 2019 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 52 Jelgava, LLU ESAF, 9-10 May 2019 , pp. 287-295 DOI: 10.22616/ESRD.2019 number of the MET payers. In 2018, they account for 8.6 % of the total MET payers registered in Latvia. A large number of the MET payers is also registered in the sub-sector "Accounting, bookkeeping and auditing activities; tax consultancy" (4.8 % of the total MET payers in Latvia). Mostly they are outsourced accountants who would have No difficulties to calculate taxes also in the general tax regime; though, they choose to pay the MET. Therefore, it provides not only the possibility to reduce the tax burden, which allows reducing the costs for accounting services, but also to reduce the administrative burden by a significant simplifying of the tax calculation and the declaration procedure. In addition, it has to be taken into account that a large part of population in Latvia chooses to earn additional income in other jobs apart from the basic employment incl. self-employment by providing different types of services. According to the data of the CSB of the Republic of Latvia, for example, in 2017, only 29.6 % of employees in the sector "Legal and accounting services" (NACE code 69) and 37 % of the employed in the sector "Other personal service activities" (NACE code 96) worked in the private sector with the work time tracking. This, in turn, means that very often a ME is not the only source of income for the MET payers but it is an additional source of income, and it is important that it is easy to calculate and pay the tax on this additional income.
According to the statistics, the MET regime is still very popular in Latvia even after the introduction of less favourable legal provisions. Considering the fact that the MET regime has greatly reduced the administrative burden on ME, it has to be retained also in the future by improving the provisions related with the social insurance of employees. The problem could be solved by including two tax objects into the MET calculation base -turnover and income (salary). A fixed percentage of the actual salary shall be set as an additional payment to the employer for every employee for his/her social insurance. This means not a constant payment or a payment from a certain size, such as the minimum salary but from the actual activity Figures of an enterprise. In Latvia, an attempt to introduce additional MSSIC on micro-enterprises from the minimum salary set in the country has Proceedings of the 2019 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 52 Jelgava, LLU ESAF, 9-10 May 2019 , pp. 287-295 DOI: 10.22616/ESRD.2019 already suffered a failure. This is very significant particularly for start-up companies that have difficulties to predict both the size of turnover and salaries as they often depend on the company's success to conquer the market and develop. Moreover, it is very important to calculate the correct tax proportion or rate for each tax object. It is recommended to keep the tax rate on turnover lower than the rate on income (salary), which would make the MET more desirable also in material-intense sectors that would have to pay a higher tax share on turnover, while lower -on salaries paid.
In the case of Latvia, it is now advisable to introduce a payment for the pension insurance of a ME employees in the amount of 5 % and health insurance in the amount of 1 % from the salary in addition to the tax on the ME turnover. An employer would make the tax payment at its own expense.
The introduction of an additional tax payment would retain the simplicity of the MET regime and the gross and net salaries would still remain the same. In such a case, the administrative burden would not increase. The tax burden for the MET payers would increase by about 2-5 %, calculating against the ME turnover. The increase in the tax burden of each enterprise would depend on the proportion of expenditure on salaries; if it is 80 % of turnover, the tax burden would increase by 4.8 % but if it is 40 %, then by 2.4 %. Nevertheless, tax payments for each ME would grow considerably by around 20-30 %, since the tax is relatively low at present. Probably the tax rate on turnover should be slightly reduced to minimise the negative effect; this could be done by finding the optimum balance between these two tax objects. As an additional measure to compensate for the tax increase, it is advisable to increase the criterion on income, which has not been changed since 2010, and thus, it lags behind the average net salary in the country that exceeds EUR 720 in 2019. Currently, this restriction hinders the growth of many ME.
To convince the MET payers of the necessity for an additional tax object, it is very essential for the society to explain the potential risks of making No changes and the benefits of changes. The payment for pension insurance of 5 % of the actual salary is recommended, since it is the same as the payment for self-employed introduced from 2018. The payment of 1 % for health insurance, in turn, has been introduced already from 2017 for all employees except for the employees of the MET payers. It is advisable to change the proportion of the MET object in the coming years by increasing the tax proportion on income (salaries) and decreasing the tax on turnover respectively.
The introduction of an additional tax payment would considerably increase the MET collected in the country. If it is calculated consistent with the statistical data of 2017 (Tables 2 and 3) , the average salary for 67 000 people employed by the MET payers is EUR 566 per month or EUR 6792 per
year, then the payment of 6 % of the salary would increase the MET payments by approximately EUR 27 million or 33 %. The reduction of a "tax shock" for companies changing the tax regime from the MET regime to the general tax regime is a positive aspect of such a tax increase in Latvia, because currently the tax burden when changing the status of a taxpayer may grow even 2-3 times, directly at the expense of labour taxes. The proposed changes would reduce the tax burden difference between the two tax regimes, which would diminish the consequences of unequal tax competition.
Conclusions, proposals, recommendations
The present studies confirm that micro-enterprises need special tax support and incentives;
though, they may not be too profiTable that would distort the tax competition among companies operating under different tax regimes.
In Latvia, a number of significant changes has been introduced in recent years to amend the legal and regulatory enactments of the MET to improve this tax regime and reduce its application for unfair tax competition.
Proceedings of the 2019 International Conference "ECONOMIC SCIENCE FOR RURAL DEVELOPMENT" No 52 Jelgava, LLU ESAF, 9-10 May 2019 , pp. 287-295 DOI: 10.22616/ESRD.2019 The popularity of the MET regime in Latvia that is just slightly declined after the introduction of less favourable amendments for entrepreneurs confirms that micro-enterprises have appraised the positive impact of the MET regime on the reduction of the administrative and tax burdens, especially in the service sector. This tax regime is not suiTable for material-intense sectors or a lower tax rate shall be applied to these sectors if the tax is calculated on the enterprise turnover.
It is recommended to introduce a payment for each employee at 5 % from the actual salary for an employee's pension insurance and 1 % -for the health insurance to improve the social security of the employees of the MET payers in Latvia. These payments would be easy to administer. It is recommended to increase the criterion on income (salary) or/and slightly decrease the MET rate on the company turnover to compensate for the increase in the tax burden on micro-enterprises.
Latvia's experience is particularly recommended for countries with high rates of unemployment and illegal employment to promote the involvement of population in legal employment. However, it is advisable to include also the actual salary of employees in the MET object in addition to the company turnover not to reduce the social security of micro-enterprise employees.
